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'^U-scale enterprises prov.de immed.ate large-scale employment, they offer a 
of ensuring a more equ. table distribution of national income and they facHtate 
^tive mobilization of resources of capital and skill which might otherwise rema n 
i" 1 ' Ld. Some of the problems that unplanned urbanisation tends to create will be 
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*> me 0t 1 r I uuuunpiannea urbanisation tends to create will be 

ufl Hcd by ^ establishment of small centres of industrial production all over the 
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LEARNING OBJECTIVES 


g — 


studying this chapter, you should be able to: 

Define small enterprises and list their essential characteristics. 

Define micro and macro/small enterprises. 

Highlight the main objectives behind developing micro enterprises. 

Outline the scope for development of micro enterprises. 

% i 

Establish relationship between enterprise and society. 

Appreciate the role played by micro enterprises in economic development of 
India. 

i 

» / i , * 

Give an overview of MSMEs in the country. 

Identify the specific problems faced by MSMEs in the country. 

So far, you have studied all about who an entrepreneur is. From here 
onwards, you will study and know what the entrepreneur actually does to 
establish and run his/her enterprise. Let us begin with understanding all about 
small-scale and micro enterprises. 


• ' ■ • . q ;r •«> • * < •'* * » ■ •* v ij '• • -I ■>. - 

SMALL ENTERPRISES: MEANING AND DEFINITION 





In a way, small and large-scale enterprises are two legs of industrialisation 
process of a country. Hence, small-scale enterprises are found in existence in 
ever y c °nntry. Small-scale enterprises have been given an important place 
!J framework of Indian planning since beginning both for economic and 
^logical reasons. Today, India operates the largest and oldest programmes 
19 RR ^ evelo P ment °f small-scale enterprises in any developing country (Vepa 
L : ^)* As a matter of fact, small sector has now emerged as a dynamic and 
t rant sector for the Indian, economy in the recent years. Therefore, it is in 
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logical order that we should * w ith .d* olir country. 

*^.szSiX£il**£~*. . 


510 , 


logical order that we short* £~j n wi* ^ our country. <%\ 

the national economy- -f . In dustries ( * ma ii-scale industry COlTl ‘ | 

popularly called 'Small- . In ' f -mall-scale industry (§ 0 .% 

■What b a small-scale '"^finition of *» ^ in , he ^lU 

a variety of undertakings- in 0 ne ent/ Government Dn fV 

from one country to "other X* 0 f develop" ^ ^ W c> H 

depending upon the P i,tl< -" ‘ r Hcuk> r C0L "’ ■Ik countries (GIT 19551 Al ' a ste 


TV 


industV-- Pri: 

• ( | 


c °ntp r : 

(SSI) * 


depending upon the pntt^ ticl ,lar coun 1 75 countries (GIT 1955). a 5^3 
administrative set up 0 f * und an d use both or any ^ O 

different definitions of SSls fou om ploymcnt J ne Cfj 

definitions either relate to cap tm ^ ^ con cept 
Let us trace out the evo u 1 first time , defined 

“5« FiscalC—- *•*%%»- — 

scale industry as one which is ope. h, 

50 hands. . industries in the country, the Gov tTn . j 

In order to promote small^ 1 industries Orgamsahon and the O 
of India set up the Central Small g ^ SS i Board at its first meeti ng ? 
Scale Industries Board (SSI ) " . s .nail-scale industry as a urut emp| 0 . ■ i 

on January 5th and 6th 1955, defme and less than 100 employees {j$ 
l/-w-r- ilmn 50 prrmlnvees, if using P° ' _ ,„ n aA\r\a f .5 lakhs ''y 


of India 

Scale Industries Board (bbiu; m email-seals industry as a unit eir\pL. 1 

on January 5th and 6th 1955, defme and less than 100 employees wii 
less tlian 50 employees, if usmg P° ' nQt exce eding ? 5 lakhs. 1 

the use of power and with a ^P‘ a industry , over , the period fa J 

T"U~ Flndnlflnns rhanffe ot small ', • -. m 1 1 „ 191, 


less man du ^ , a __ pt no t exceeauig ^ ^ larviia. 

the use of power and with industry over The period „ 

The definitional change of % ' f( in ow mg Table 13.1: 

(Khanka 1994: 488-493) is resumed m the follow g 

„ . . c crmall Industry: An Overview 
Table 13.1: Definitio ns of S™ al1 9 _ . 

_____ ] 

Investment Criterion 


Year 


Upto 

1958 


SSI Unit 

Fixed capital 

investment upto 


Ancillary unit 
Same as SS unit 


? 5 lakhs 


1959 


1960 


The value of 
machine was taken 
as the original price 
paid irrespective 
of new or old 
machinery 

• 

Gross value of 
fixed asset upto 
? 5 lakhs 


Same as SSI 
unit 


Gross value of 
fixed asset upto 
? 10 lakhs 


1966* 


? 7.5 lakhs 


? 10 lakhs 


1975 


? 10 lakhs 


? 15 lakhs 


Employment Criterion 




4 -v r 


T rr [ } - - 


or 


Employment upto 
workers if using power ut 
upto 100 if not using power. 

Employment 

1 r 


or 


dlliTiuyaiLciii nj'iv 

workers if using power 
upto 100 if not using power. 


Employment 

dropped 


criterion 


Employment 

dropped 

Employment 
dropped 


criterion 


criterion 
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1985 

1991 

1997 
1999 


? 20 lakhs 


? 35 lakhs 


60 lakhs 


3.00 crore 


1.00 crore 
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^ 25 lakhs 
^ *15 lakhs 
* 75 lakhs 
? 3.00 crore 
? 1.00 crore 


hmploymont 

dropped 

hmploymont 

dropped 

hmploymenl 

dropped 

Employment 

dropped 

hmploymenl 
dropped 


crilcrion 


crilerion 


criterion 


criterion 


criterion 


1966 investment limit applicable only t^T^ci madb^ 

•The export units are those who export at least 30% of the annual production. 
The ceiling of investment shall be ? 75 lakhs for it. 

§0Urt c: Growth vis-a-vis Sickness in Small-Scale Industries in India, 

productivity Vol. 35, No. 3, October-December, 1994, pp. 488 - 493 . 

As pei th«i Abid Hussain Committee's recommendations on small-scale 
industries, the Government of India has, in March 1997, further raised investment 
ce jjing to ? 3 crores for small-scale industries and to ? 50 lakhs for tiny units. 

The New Policy Initiatives in 1999-2000 for the small-scale sector has reduced 
the investment limit for small scale and ancillary undertakings from existing X 3 crore 
to ? 1 crore. 

An ancillary unit is one which sells not less than 50% of its manufacturers 
to one or more industrial units. 

For small-scale industries, the Planning Commission of India uses terms 

J I I I M J „ 1 * _ _ /T 7nT\ t r-r- n . « « «« t 



ypes of Small-Scale Industries 

• • 

Small-scale industries can be classified into five main types as follows: 

(1) Manufacturing industries, i.e., industries producing complete articles for 
direct consumption and also processing industries; 
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(2) Feeder tag sh ° pS ******. to H * 

casting, electrop ing lig \ 



... r . s c0 vering 

(3) Scrvius in, ! US [t m ent; , xr \ n <i p£ 

mechantol^'P^^producngP 

, .X . •II—. >,1 atvc nuW> 


artS and components 


V, 


\ 


(4) Ancillary to KV im 

services; and 

(5) Mining or quarryiW 


'V 



UNITS 


I MirRO AND MACRO V** Micr0 , Small & Medium E % 

I M R .... th e provision ° f Sma ll and Medium E„S 

In accordance with ® e f 2006 , the Mi«o, % 

Development (MSN Classes- encaged in the m 

(Mb futerprtses- Tl . trv specified in thefi rst .. 


,1 


tb 


•t 


iSME) are classmen ■■ ^ enteir ~ ~ ified - m the fi " u a 

W 10 ^ fJSArt 1951- Tlie ManS 

production of rtlooment and ^ and Machines S 


and Ma f^ 

Enterprise is defined in terms °i engag ed in providing or r^ 
(W Service Enterprises- The ^ F investm ent m equipment. * 
of services and are defined in _^ rhirp 0 r production,,] 


! 


, - n me manufacture or r - ri ^ css _ 

Enterprises engaged “ * as follows; " 

dated October 5,2006) does not exceed ? 25 lakh, 

(to A small enterprise is an enterprise where the investment m plant „ 
machinery (original cost excluding land and building and the fc, 
specified by the Ministry of Small Scale Industries vide its notification [J 
S.0.1722(E) dated October 5, 2006) is more than ? 25 lakh but does ir“ 

exceed 1 5 crore. 


: P r ocessi] 


vAvvvvi \ vi vl wt 

(in) A medium enterprise is..an ^enterprise where r .tb.e inyestment in pis 
and machinery (original cost excludmg land and buildmg and the itar 
specified by the Ministry of Small Scale Industries vide its notification SO 
1722(E) dated October 5,2006) is more than ? 5 crore but does not exceed 
? 10 crore. 


Enterprises engaged in providing or rendering of services and wM 
investment in equipment (original cost excluding land and building and furflitoj* 
fittings and other items not directly related to the service rendered or as 
notified under the MSMED Act, 2006) are specified below. These will i#*J 
small road and water transport operates (owning a fleet of vehicles not exce* 
ten vehicles), retail trade (with credit limits not exceeding ? 10 S m 

of ; he ^ipment used 8 for the P«^ 
busmess does not exceed ? 20 lakh) and professional and self employed 


ill'll 
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borrowing limits do not exceed 7 in i i. TT^ 7 77 

>.f,d medical practitioner^TT* CXCCpt ta CaSe of P rofessionall y 

■1<he borrowing limits shonld not e7ed ns'hk!" 

for working capital requirements) w " h * Sub ' CC,1,ng of 

3 ^enterprise is an enterprise where the investment in equipment does 

" tf> A S T*an7lO h^h but 1 d C ? terpriSe WlK ’ rC the '"vestment in equipment is 
m orc * an ? 10 lakh but **# not exceed f 2 crore, and . •, ' . 

(« A -lXnt2?ror S : 2 ent0rprisc where th e investment in equipment 
is more than ? 2 corebut does not exceed? 5 crore. 

blow, dm ab ° Va ,^ itions of micro, small and medium enterprises are 
mar ized in a tabular form as follows: 

Manufacturing Sector 


E nterprises 
Mic ro Enterprises 
Small Enterprises 


Investment in Pima & Machinery 

Does not exceed twenty five lakh rupees _ 

More than twenty five lakh rupees but does not 

PYPPPrl fiuo _ 


[Medium Enterprises 

More than five crore rupees but does not exceed 
ten crore rupees 


Service Sector ' 

Enterprises 

__• Investment in Equipments 

(Micro Enterprises 

Does not exceed ten lakh rupees: 

[ Small Enterprises 

More than ten lakh rupees but does not exceed 
two crore rupees 

Medium Enterprises 

* , ,* . * i « \< 

More than two crore rupees but does not exceed 

five crore rupees 

• . « • , • 


• \,r 


13.3 


ESSENTIALS, FEATURES AND CHARACTERISTICS 

** ■ .. 4 .. V- ■ '*• V. ■ - ' ■ f’- ■■ ''•’’t ■ .«>.x}••* . . * ■ . . ^ , 


"Small (i.e., micro enterprise) is beautiful" because of its following important 
ssentials, features and characteristics: 


*. * • • ; •* .• •• • » • i . * • • •, t 

• i ( * . . • 

1. A small or micro enterprise is generally a one-man show. Even the small 
units which run by a partnership firm or company, the activities are 
mainly carried out by one of the partners or directors. In practice, the 
others are simply as sleeping partners or directors who mainly assist in 
providing funds. 

2. In case of micro enterprises, the owner himself/herself is a manager also. 
Thus, these units are managed in a personalized fashion. The owner has 
firsthand knowledge of what is actually going on in the business. He 
takes effective participation in all matters of business decision taking. 
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the view that ther^^T-—_ 

fl^tries in a Permanent s, ate 0 | P°% is calculated to keep 'infant' 

" aowever, one may not find himse]f/h 0 . V <Sande sara 1988: 271-298). 
ooble intention ot the reservation policv "1 agreement with otlier. In fact, 

* ’ a U enterprises from unequal competition nf bcen to insulat <= the micro and 
pother. Examples are galore to SU p port the entry of new firms, on 

£0 OBJECTIVES of micro enterpr ises 

Tlie major objectives of developing micro 

1 To generate immediate and large s Cnter P rises ar e as follows: 

* relatively low investment. h SCale em P ] oyment opportunities with 

2 To eradicate unemployment problem from the countrv ’ 

3 . To encourage dispersal of industries to all „ 

towns, villages and economically lagging re i country coverin g small 

4 . To bring backward areas too in the mains J5° nS r 

5 . Topromote balanced regional 

6 . To ensure more equitable distribution of national income 

7. To encourage effective mobilisation of connfrxr'c *. i 

8 . To improve the level of living of people in the comtry.^ reS ° UrCeS ' 

' ^ | * 4 


BS ENTERPRISE AND SOCIETY 

Enterprise (commonly called as business and used interchangeably) and 
society as brother and sister have been coeval since time immemorial. Both have 
been inter-related and inter-dependant in one way or other. Only the nature of 
interdependence between the two has, perhaps, changed over the period. Both 

depend on each other s support and cooperation. One cannot survive without 
the coexistence of and cooperation from the other. 

Society helps and cooperates with enterprise / business in various ways but 
not confined to the following only: 

• It offers business inputs like raw materials. 

• It provides business different types of resources such as human resources, 
financial resources, technological resources, etc. 

• It creates market for the products or services of business. 

• In the forms of various acts, laws and regulations, society also monitors 
and protects business to run in a desired manner. 

On reciprocal basis, business also provides society various benefits for its 
survival and well being. These include: 

• It provides various goods and services for the consumption and use of the 
society that society itself cannot produce. 
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email Enterprises 
, n d5!^—- “ 


no single definition of CSR Un - -- 

Tl ltf a organizations have defined acc epted worldwide. Different 

o^P^'Jocial responsibility of business as* ! T ^ rc " t,y ; Kcith Davis (Davis 1960) 
/.ken for reasons at least parti-ilN, i K ' busincssrr >an's decisions and 
interest. In brief, corporate L 7°^ ** firm ' s dircct economic 
!r tc< ^ n, pness to the social causes of !°» a res P on sibility means business's 
I< S ^ described ns a volu^ Nonetheless, 

C5 R ‘7 0 f nntionnl legislation and which encomm^ ab ° V<! a " d bey ° nd the 
^environmental responsibility, and civic freedom! o'** SUCh 
ri? |,t5 ' ... look at the sustainable develonir,„„. „ t 7 ° ne wa y 1 

& 

This 

Ljal resp 011 ;- ' ;; m aetan, at the end ot th 

'Jin the chapter ocia Responsibility of Business (SRB)\ Therefore, i 

K c rip tion iS aVOlded herG f ° r the sake of repetition 


as human 
way of defining 


: B | S to *■"■ sustau1ab| e development of society as its starting noinV 

8 5 | e t the business undertake efforts ^ ’ “ s star,ln S P omt - 

. means ‘f T, f Horte to Unify economic, social, and 

Rental development. Kiese efforts encompass every section of society. 

sib'hty of business has been discussed, in detail, at the end of this 


je$ 

SSjfflflSRiwBSIKK # 

r ' . • •». * *! CC •* * 

le of micro enterprises in economic development 

py now, you have been exposed to the legal framework of micro and 
hLjI enterprises in. the preceding sections. Now, we intend in this section to 
'Predate the important role played by micro and small enterprises in economic 
^lopment of India. v • • < 

| How do you define economic development? The commonest definition could 
. /gjj increase in real per capita income of a person resulting in improvement 
■ the levels of living'. The development of small-scale industries contributes 
to the increase in per capita income, i.e., economic development in various 
ways. It generates immediate employment opportunities with relatively low 
capital/investment, promotes more equitable distribution of national income, 
makes effective mobilisation; of untapped capital and human, skills and leads 
to dispersal of manufacturing activities all over the country, leading to growth 
of villages, small towns and economically lagging regions (GOI 1982. 6-7). This 
promotes to balanced regional development as well. 

Any discussion on the role of micro and small enterprises in economic 
development of a country will much better be facilitated if we examine it w 
relevant parameters. However, data classified into micro and sma enterp 
^ so far not available. We are, therefore, presenting the data under sma - 
^le units which includes micro enterprises also. O V1 °us y/tucre ^ 

■Enterprises in the national economy. Ta 

Parameters. ’ 
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aeduTm’ 3 ' tanks and'financhi ‘ l ^f^otake fin^^ ssistan c7^>^ 

ofbanw e in character ,t , °" “ VCry h igh rate of interest and 

chan 8 m l%9 < thecroHn “ 1apPy ? SUty tha ‘ aver since the natWN 

?hly ? 251 crores in I, publ,c sector banks ) to small-scale industries st N 
m March 1990 1%9 ' '* rose t0 a daggering figure of 115 i 05 to °d,, 


*t 

p r0m 

to micro and 3 »m V fn flSUres ' il a PP ears that the availability of institution,, 
remains that the a . enter P rise s is certainly increasing. Nevertheless l c " d i| 
nationalised m Cuteri °n of 'credit worthiness' still weights heavily' be ,a « 

“nits assisted bvrn ™ 1 b ^ S ' This WOuld be dear from this fa <S thaT^r lhf 

0f by 11 per cent 0f tbe (bi SS er > units m P the sm ; f < 

MSEs. For this “? derlmes *h e need t0 change the outlook of the banks to ? 0511 
banking in the tou^T 688317 l ° Ubera ‘ iSe the rules and PncHc^ 

sman °f Marketing: One of the main problems faced by the mir 

smaU enterpnses is in the field of marketing. These units often do not n^l?* nd 

with th ^ or § amsat i°n. In consequence, their products compare unfavo^^ 

suffer fi ^ Ua ^ P ro< ^ ucts °f large-scale industries. Therefore^ 

om competitive disadvantages vis-a-vis large-scale units. 7 ^ 

j* j 0r er P r °tect micro and small enterprises from this comnou« 

scale se^to^Th^V ^ 0V ( emment of ^dia has reserved certain items for the P S mai| e 
ale sector. The list of reserved items has continuously expanded over tfie^rS 

and at present stands at 824 items. Besides, the 

the s tate Tradmg Corporation (STC) help the smaU-scale industries in oreaS 
eu-sales. The National Small Industries Corporation (NSIC) set up in 1955 k 

ex^or^mm'kets & SmaU ^ ° btainins the g° vemm ent orders and locating 

Ancillary units face the problems of their own types like delayed payment by 
parent units, madequacy of technological support extended by parent units, non- 
a arence t° quality and delivery schedules, thus, disturbing the programmes 
o e parent units and absence of a well-defined pricing system and regulator)’ 

4. Problem of Under-Utilization of Capacity: There are studies that clearly 
ring out the gross under-utilization of installed capacities in micro and small 
enterprises. According to Arun Ghosh (Ghosh 1988: 315-316), on the basis of 
All India Census of Small-Scale Industries, 1972, the percentage utilization 
of capacity was only 47 in mechanical engineering industries, 50 in electrical 
equipment, 58 in automobile ancillary industries, 55 in leather products and 
only 29 in plastic products. On an average, we can safely say that 50 to 40 p er 
cent of capacity were not utilized in micro and small enterprises. 
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The very integral to the nrohl^ c j ~— --- 

problem faced by micro and smill 0 !? ? under “ u hlization of capacity is power 
to the problem: One, power sunnh enter P ris ^ s - In short, there are two aspects 

on the mere asking, and whenev^MM^ 3 , W u, yS available to the sma11 units 
few hours in a day. Second unliWo 1 , ‘ aVa , be ' 11 ratl oned out, limited to a 
enterprises cannot afford to co in f r ^~ scae lndu stries, the micro and small 

units, because these involve heavy costs Q™ ahVeS; like installin g own thermal 

in economic front, they have to nrm™ ^ miCr ° and Sma11 Units are weak 
meagre means. 7 m&nage as best as il can within their available 

5. Other Problems: In addition n,« 11 

and small enterprises have been constrained enume ™ ted above ' tbe micro 
also. According to the Seventh Five Year Plan ( GOtTqr^ 1°^ P roblems 

Uck of organised market channels, imperfect knowledge 

C0 !f fechnic llinf 6 l u es “ dudin S power, and deficient managed 
and technical skills. There has been lack of effective co-ordination amon| the 

various support organisations set up over the period for the promotion and 

development of these industries. Quality consciousness has not been generated to 

the desired level despite various measures taken in this regard.. Some of the fiscal 

policies pursued have resulted in unintended splitting up of these capacities into 

uneconomic operations and have inhibited their smooth transfer to the medium 

sector. All these constraints have resulted in a skewed cost structure placing this 

sector at a disadvantage vis-a-vis the large industries, both in the domestic and 
export markets. 
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This summary is organized as per the learning objectives given on page no. 249: 

• Definition of micro and small-scale enterprises in India has changed over 
the years. At present, a micro enterprise is one whose investment in plant & 
machinery does not exceed ? twenty five lakh (in case of manufacturing sector) 
and ? ten lakh in equipments (in case of service sector). A small enterprise is one 
with investment in plant & machinery more than twenty five lakh but does not 
exceed five crore rupees (in case of manufacturing sector) and more than ? ten 
lakh but does not exceed ? two crore in equipments (in case of service sector). 

• The chief characteristics of micro enterprises are its one-man show, lesser gestation 
period, use of indigenous and local resources, catering to local demands, labour- 
intensive, decentralisation of industrial activities, etc The relationship between 
micro and macro enterprises is often ancillary or complementary to each other. 

• Micro enterprises encompass vast scope covering activities like manufacturing, 
servicing, retailing, financing, construction, infrastructure etc. In view of the 
Government of India's ever increasing importance given to the micro and small 
enterprises in the national economy, more and more micro and small units are to 
be set up in the years to come. Thus, these are to provide ample opportunities to 
the people to assume entrepreneurial career. 
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